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The  in fo rm a tio n  c o n ta in e d  in  th is  re p o r t has been p repa red  fro m  sources cons ide red  re lia b le , b u t its  a ccu ra cy  is n o t guaran teed  b y  us 
and is N O T  necessarily  a c o m p le te  su m m a ry  o f a ll ava ilab le  m a te ria ls  on th e  su b je c t. O p in io n s  expressed here in  d o  n o t necessarily  re fle c t 
In s t i tu te  p o lic y .  R e p ro d u c t io n  o f these m a te ria ls  w ith o u t  p r io r  a pp ro va l o f the  A IC P A  is p ro h ib ite d .
AGRICULTURE DEPARTMENT of
A udit R equirem ents and Use o f  A ud it Funds i s  th e  t i t l e  o f  a  f i n a l  ru le  r e c e n t ly  is su e d  
toy th e  Food and N u t r i t i o n  S e r v ic e ,  USDA (s e e  th e  2 /4 /8 6  Fed . R eg., pp. 4 2 9 3 -9 7 ). 
T h is  r u l e  s t a t e s  t h a t  USDA i s  am ending  th e  C h ild  C are  Food P rogram  (CCFP) 
re g u la t io n s  by  (1) r e v is in g  th e  CCFP a u d i t  req u irem en ts  to  conform  to  th e  S in g le  
A udit A ct o f  1984, O ffice  o f  Management and Budget c i r c u la r s ,  and th e  D epartm ent's  
U n ifo rm  F e d e r a l  A s s i s ta n c e  R e g u la t io n s  [7 CFR P a r t  3 015]; and (2) o u t l i n i n g  th e  
p e r m is s a b le  u s e s  o f  fu n d s  a v a i l a b l e  t o  p e r fo rm  a u d i t s  in  th e  p ro g ram . T h is  
a c t i o n ,  a c c o rd in g  to  USDA, i s  n e c e s s a ry  t o  co n fo rm  th e  CCFP a u d i t  r e q u ir e m e n ts  
w i th  o th e r  a u d i t  r e q u ir e m e n ts .  The e f f e c t i v e  d a te  o f  t h i s  r u l e  i s  3 /6 /8 6 . For 
f u r th e r  in fo rm a tio n  c o n ta c t  Lou P a s tu ra  a t  202/756-3620.
COMPTROLLER OF THE CURRENCY
D is c lo s u r e  o f  F in a n c i a l  and  O th e r  In fo rm a tio n  by N a tio n a l Banks i s  th e  s u b je c t o f  a  
n o tic e  o f  a  second h e a r in g  and e x ten s io n  o f  comment p e rio d  on a proposed r u le  (see 
th e  2 /5 /86  Fed. Reg., pp. 4504-5). The p ro p o sa l, acco rd ing  to  OCC, would in c re a se  
th e  in f o r m a t io n  a b o u t a  b a n k 's  f i n a n c i a l  c o n d i t io n  and m anagem ent and  w ould  be 
a v a i la b le  to  sh a reh o ld e rs  and d e p o s ito rs . The comment p e rio d  on th e  proposed ru le  
( s e e  th e  1 0 /3 0 /8 5  Fed. Reg., p. 45372) h a s  b e en  e x te n d e d  from  1 /2 8 /8 6  t o  2 /2 8 /8 6 . 
The purpose o f  th e  h e a r in g  i s  to  s o l i c i t  v iew s and comments from th o se  who would 
p ro v id e  and  u se  t h a t  in f o r m a t io n .  T h is  seco n d  h e a r in g  w i l l  be  h e ld  a t  th e  
C o m p tro lle r 's  O ff ic e s , Room 3A-B, 490 L 'E nfant P laza  E a s t, S.W., W ashington, D.C., 
on 2 /1 9 /8 6  b e g in n in g  a t  10:00 a.m. F o r f u r t h e r  in f o r m a t io n  c o n ta c t  E m ily  
McNaughton a t  202/447-1164.
FEDERAL DEPOSIT INSURANCE CORPORATION
I n t e r e s t  on D e p o s i t s , a  r e v i s i o n  and  " s i m p l i f i c a t i o n "  o f  P a r t  329 o f  th e  FDIC's 
re g u la tio n s  12 CFR P a r t  329, i s  th e  s u b je c t o f  a  n o tic e  o f  proposed ru lem aking  by 
th e  FDIC (s e e  th e  2 /4 /8 6  Fed . Reg., pp. 4 3 7 6 -8 2 ). A cco rd in g  t o  th e  anno u n cem en t, 
th e  FDIC i s  p roposing  tw o a l t e r n a t iv e  resp o n ses  t o  changes mandated by th e  F ed e ra l 
D e p o s it  In s u ra n c e  A c t. The f i r s t  one i s  c a l l e d  a  "R ev is io n "  and i s  d e s ig n e d  t o  
m a in ta in  p a r i t y  betw een P a r t  329 and proposed R egu la tion  Q as  r e c e n tly  p u b lish ed  
b y  th e  B oard  o f  G o v ern o rs  o f  th e  F e d e ra l  R ese rv e  S y stem . The seco n d  o n e , 
a c c o rd in g  t o  t h e  FDIC, " i s  a  s im p le r  and m ore l i b e r a l  r u le ."  Comments m u s t be 
su b m itted  on o r  b e fo re  3 /6 /86 . For f u r th e r  in fo rm a tio n  c o n ta c t J u le s  B arnard a t  
202/389-4171.
FEDERAL ELECTION COMMISSION
A s ix  y e a r  summary o f  campaign f in a n c ia l  a c t i v i t i e s  o f  1986 S enate  incum bents invo lved
in  1986 r e - e le c t io n  cam paigns, h as  been c o m p ile d  and  r e l e a s e d  b y  th e  F e d e r a l
E le c tio n  Commission. The summary, acco rd ing  t o  th e  FEC, w i l l  p ro v id e  an overview  
o f  money r a i s e d  and s p e n t  i n  th e  in te r v e n in g  y e a r s  s in c e  th e  S e n a to r s ' l a s t  
e l e c t i o n  in  1980. I n d iv i d u a l  s e n a to r s  a r e  l i s t e d  w i th  t o t a l  r e c e i p t s  and 
d isb u rsem en ts  fo r  each tw o -y ear e le c t io n  c y c le . C o n t r ib u t io n s  from  in d iv i d u a l s  
and from PACs also are listed for each cycle. The cash-on-hand and debts owed by 
each  c a n d id a te 's  cam p aig n  a r e  p ro v id e d  a s  o f  1 2 /3 1 /8 0 , and  6 /3 0 /8 5 . T h is , 
acco rd in g  to  idle FEC, a llo w s  th e  re a d e r  to  u n d erstand  th e  f in a n c ia l  s t a tu s  o f  each 
campaign fo llo w in g  th e  1980 e le c t io n , and p ro v id es  in fo rm a tio n  on th e  f in a n c ia l  
s ta tu s  m ost r e c e n t ly  re p o r te d  to  th e  FEC. The com puterized  in fo rm a tio n  may a ls o  
be supplem ented by  re se a rc h in g  th e  a c tu a l  re p o r ts ,  w hich a re  on m ic ro film  a t  th e  
FEC. Some o f  th e  f i n a n c i a l  a c t i v i t y  r e p o r te d  d u r in g  th e  s i x - y e a r  p e r io d  may 
r e l a t e  t o  a  p r io r  e le c t io n  and should  n o t a u to m a tic a lly  be presum ed to  be a  p a r t  
o f  a  c a n d id a t e 's  1986 e l e c t i o n  e f f o r t .  F o r f u r t h e r  in f o r m a t io n  c o n ta c t  F red  
E ilan d  o r  Sharon Snyder a t  202/523-4065 o r  t o l l - f r e e  800/424-9530.
FHDERAL RESERVE SYSTEM
A need to  "m odify p o l i c i e s  t o  m o r e  e x p l i c i t l y  and s y s te m a tic a l ly
s e n s i t iv e  to  th e  r i s k  exposure o f  in d iv id u a l banking o rg a n iz a tio n s"  i s  beh ind  a
r e c e n t  d e c i s io n  b y  th e  FED t o  p ro p o s e  am end ing  c u r r e n t  g u id e l in e s  f o r  c a p i t a l  
le v e ls  fo r  bank h o ld in g  com panies and s t a t e  c h a r te re d  banks t h a t  a re  members o f  
th e  F ed e ra l R eserve System (see th e  1 /31/86  Fed. Reg., pp. 3976-84). According to  
th e  FED, t h i s  p r o p o s a l  in v o lv e s  a  r i s k - s e n s i t i v e  c a p i t a l  m easu re  t h a t  w ould  
supplem ent th e  B oard 's e x is t in g  C a p ita l  G u id e lin es. The p ro p o sa l i s  based  upon an 
a d d i t io n a l  c a p i t a l  r a t io ,  in  t h i s  c ase  a  r a t i o  o f  p rim ary  c a p i t a l  t o  t o t a l  a s s e ts  
a d ju s t e d  f o r  r i s k ,  t h a t  th e  B oard  w i l l  c o n s id e r  i n  tan d em  w i th ,  r a t h e r  th a n  in  
p la c e  o f ,  th e  minimum p r im a ry  and  t o t a l  c a p i t a l  r a t i o s  d e f in e d  in  th e  c u r r e n t  
G u id e l in e s .  The p ro p o se d  s u p p le m e n ta l  a d ju s t e d  c a p i t a l  m easu re  w ou ld  be 
in c o rp o ra te d  a s  an a d d i t io n a l  s e c t io n  o f  th e  c u r re n t  C a p ita l  Adequacy G u id e lin es, 
Appendix A t o  R eg u la tio n  Y 12 CFR P a r t  225. Moreover, acco rd in g  t o  th e  FED, w h ile  
th e  p ro p o sa l endeavors to  r e l a t e  in  a  more sy s te m a tic  fa sh io n  an o rg a n iz a tio n 's  
c a p i t a l  n e ed s  t o  i t s  o v e r a l l  r i s k  p r o f i l e ,  t h e  p ro p o se d  s u p p le m e n ta l  a d ju s t e d  
c a p i t a l  r a t i o  does n o t p u rp o r t  t o  ta k e  e x p l i c i t  account o f  a l l  o f  th e  many ty p es  
o f  r i s k s  to  w hich banking o rg a n iz a tio n s  a re  exposed. For exam ple, th e  p ro p o sa l 
d o es  n o t  ta k e  e x p l i c i t  a c c o u n t o f  th e  r i s k s  a s s o c i a t e d  w i th  s i g n i f i c a n t  a s s e t  
c o n c e n t r a t io n s ,  o r  w i th  e x p o su re  t o  i n t e r e s t  r a t e  c h an g e s . I n  a d d i t i o n ,  th e  
m easure i s  n o t in ten d ed  to  s u b s t i t u te  fo r  exam iner judgm ent in  th e  assessm en t o f  
an  o r g a n i z a t i o n 's  c a p i t a l  ad eq u acy . I f  th e  s u p p le m e n ta l  c a p i t a l  m easu re  i s  
adopted, exam iners and re g u la to r s  w i l l  s t i l l  be re q u ire d  to  c o n s id e r th e  e n t i r e  
ra n g e  o f  q u a l i t a t i v e  and s u b je c t iv e  f a c t o r s ,  su ch  a s  th e  q u a l i t y  o f  an 
o rg a n iz a tio n 's  management, in te r n a l  system  and c o n tro ls ,  and len d in g  s tan d a rd s , as  
w e l l  a s  o th e r  r e l e v a n t  f i n a n c i a l  f a c t o r s ,  su ch  a s  th e  q u a l i t y  o f  a s s e t s  and th e  
s t r e n g th ,  t r e n d  and v a r i a b i l i t y  o f  e a r n in g s  and  l i q u i d i t y ,  in  o r d e r  t o  a s s e s s  
f u l l y  an o rg a n iz a tio n 's  c a p i t a l  adequacy. Comments m ust be re c e iv e d  by 4 /25 /86 . 
For f u r th e r  in fo rm a tio n  c o n ta c t R ichard  S p illen k o th e n  a t  202/452-2594.
GENERAL ACCOUNTING OFFICE
The urgency o f  develop ing  an o rd e r ly  p ro c e ss  t o  d e a l w ith  th e  F e d e ra l budget d e f i c i t
i s  em phasized by  GAO C o m ptro lle r G eneral C harles  A. Bowsher, CPA, in  h i s  forew ord 
to  th e  GAO's 1985 annual r e p o r t  to  th e  Congress, which w i l l  soon be a v a i la b le  to  
th e  p u b lic . He s t r e s s e d  th a t  to  avoid  m ech an ica lly  imposed spending c u ts  under 
th e  Balanced Budget and Emergency D e f ic i t  C on tro l A ct o f  1985, "Congress and th e  
P re s id e n t w i l l  need to  ag ree  on a d is c ip l in e d  program  to  reduce spending, in c re a se  
ta x es , o r  bo th ." Mr. Bowsher c a l le d  a t t e n t io n  to  a  m ajor re p o r t  is su e d  by  GAO in  
1985—Managing th e  C ost o f  Government—which sum m arizes th e  governm ent's f in a n c ia l  
m anagem ent p ro b le m s , e x p la in in g  t h e i r  im p o r ta n c e , and s u g g e s ts  a  s t r a t e g y  f o r  
overcom ing them. The annual r e p o r t  documents t h a t  d u rin g  1985 GAO work touched 
on v i r t u a l l y  every  m ajor n a t io n a l  is s u e  b e fo re  th e  Congress, in c lu d in g  th e  c o s t  o f  
h e a l th  c a re  program s, f e d e ra l ly  in su re d  p r iv a te  p en sio n  p lan s , a  new re t ire m e n t 
system  fo r  fe d e ra l  em ployees, th e  f in a n c ia l  c o n d itio n  o f  American a g r ic u l tu r e ,  th e  
e f fe c t iv e n e s s  o f  t r a d e  p o l ic ie s ,  th e  le v e l  o f  funding  needed fo r  n a t io n a l  defense , 
d isp o sa l o f  n u c le a r  w aste , re se a rc h  on a c id  r a in ,  and th e  problem  o f  a sb e s to s  in  
schoo ls . In  f i s c a l  y e a r 1985, acco rd in g  to  th e  r e p o r t ,  GAO r e a l iz e d  a lm o st $37 in  
sav in g s  and b e n e f i t s  to  th e  tax p ay e r fo r  every  d o l l a r  i t  sp en t. W ith an o p e ra tin g  
b u d g e t o f  j u s t  u n d e r $300 m i l l i o n ,  GAO a u d i t  and  e v a lu a t io n  w ork r e s u l t e d  in  
l e g i s l a t i v e  and ex ecu tiv e  b ranch  a c tio n s  t h a t  le d  t o  abou t $11 b i l l i o n  in  e i th e r  
b u d g e tary  sav in g s  o r  c o s ts  th e  governm ent w i l l  be a b le  t o  avoid. Mr. Bowsher has 
been a  member o f  th e  AICPA s in c e  1958. Copies o f  th e  r e p o r t  should  be a v a i la b le  
from GAO t h i s  week by te lep h o n in g  202/275-6395.
RAILROAD ACCOUNTING PRINCIPLES BOARD
A d is c u s s io n  memorandum (DM) which id e n t i f i e s  v a r io u s  is s u e s  and q u e s tio n s  re g a rd in g
r a i l r o a d  acco un ting  and cost, in fo rm a tio n  used fo r  c e r ta in  re g u la to ry  purposes h as  
b e en  i s s u e d  b y  th e  RAPB t o  o b t a in  p u b l i c  in p u t .  T h is  d i s c u s s io n  memorandum, 
a c c o rd in g  t o  th e  RAPB, i s  in te n d e d  t o  s o l i c i t  p u b l i c  com m ent on a p p r o p r ia t e  
approaches fo r  e s ta b l is h in g  acco u n tin g  and c o s t  p r in c ip le s  fo r  r a i l r o a d s  re g u la te d  
by th e  ICC. A b e t t e r  p u b lic  u n d ers tan d in g  o f  th e  is su e s  ra is e d , acco rd in g  to  th e  
RAPB, w i l l  r e q u i r e  c o n s id e r a t i o n  o f  GAAP, c o s t  a c c o u n tin g  s ta n d a r d s ,  and  ICC 
re g u la t io n s  fo r  a d d i t io n a l  background m a te r i a l .  T hose  i n t e r e s t e d  i n  re s p o n d in g  
should  subm it an o r ig in a l  and te n  co p ies  t o  th e  RAPB, P.0. Box 50608, W ashington, 
D.C. 20004, on o r  b e f o r e  3 /3 1 /8 6 . Comments f o r  C h a p te rs  I I I  and IV w i l l  be  
a c c e p te d  u n t i l  4 /3 0 /8 6 . C o p ie s  o f  t h i s  DM may b e  o b ta in e d  from  th e  RAPB b y  
c a l l in g  202/275-1635.
SECURITIES AND EXCHANGE COMMISSION
The SEC's b u d g e t r e q u e s t  f o r  1987 , a s  a p p ro v e d  b y  th e  P r e s id e n t ,  p r o v id e s  f o r  th e  
r e d u c t io n  o f  j u s t  o v e r  $1 m i l l i o n  from  th e  a p p r o p r ia t e d  1986 fu n d in g  l e v e l ,  
acco rd in g  to  in fo rm a tio n  co n ta in ed  in  th e  SEC's Budget E s tim a te  fo r  F is c a l  1987. 
In  a  s e c t io n  o f  th e  E s tim a te  cap tio n ed  1986 A ppropriation/G ram m -Rudm an-H ollings, 
t h e  SEC com m ents on A c c o u n tin g  P o l i c y : "Funds w ou ld  b e  a v a i l a b l e  f o r  m a jo r  
ru lem aking  p ro je c ts .  These would in c lu d e  com ple tion  o f  ru le s  reg a rd in g  d is c lo s u re  
o f  b u s in e ss  segm ents and q u a r te r ly  d a ta , rep u rch ase  t r a n s a c t io n s ,  o p in io n  shopping 
and s e v e ra l  o th e r  d is c lo s u re  is s u e s  in v o lv in g  f in a n c ia l  i n s t i t u t i o n s  and f in a n c ia l  
in s tru m e n ts . S ta f f  would be a v a i la b le  to  devo te  g r e a te r  a t t e n t io n  to  m o n ito rin g  
p r i v a t e  s e c t o r  s t a n d a r d - s e t t i n g  p r o j e c t s .  T h is  w i l l  b e  h e l p f u l  a s  m a jo r  FASB 
p r o je c ts  on p en sio n s , income ta x e s , c o n so lid a tio n s  and cash  flow  w i l l  be conducted 
d u r in g  1986-1987 . The p r o f e s s i o n 's  p e e r  re v ie w  p ro g ram  d e s ig n e d  t o  i n c r e a s e  
p u b l i c  c o n f id e n c e  in  th e  p e rfo rm a n c e  o f  a u d i t o r s  o f  p u b l i c  co m p an ies  w ou ld  be 
c lo s e ly  m onitored. The 1986 a p p ro p r ia tio n  would p ro v id e  s t a f f  re so u rce s  t o  focus 
on i n t e r n a t i o n a l  a c c o u n tin g  and  r e p o r t i n g  d e v e lo p m e n ts . F i n a l l y ,  a c c o u n tin g  
p e rso n n e l would co n tin u e  a h ig h  le v e l  o f  p a r t i c ip a t io n  in  in v e s t ig a t io n s  in v o lv in g  
accoun ting  and a u d itin g  is su e s ."  For f u r th e r  in fo rm a tio n  on th e  a v a i l a b i l i t y  o f  
th e  document, c o n ta c t th e  SEC's O ff ic e  o f  P u b lic  In fo rm a tio n  a t  202/272-2650.
TREASURE, DEPARTMENT OF
"Income, E xcise , and E s ta te  G i f t  Taxes? E f fe c t iv e  D ates and O ther I s su e s  A ris in g  Under
th e  Employee B e n e f it  P ro v is io n s  o f  th e  Tax Reform A ct o f  1984" i s  th e  t i t l e  o f  a  
n o t i c e  o f  te m p o ra ry  r e g u l a t i o n s  i s s u e d  by  th e  IRS (se e  th e  2 /4 /8 6  Fed . Reg., pp. 
4312-38). The tem porary  re g u la t io n s , which w i l l  a f f e c t  q u a l i f ie d  employee b e n e f i t  
p la n s , w e lfa re  b e n e f i t  funds and em ployees re c e iv in g  b e n e f i t s  th rough  such p la n s , 
a l s o  s e r v e  a s  th e  com m ent docum ent f o r  a  n o t i c e  o f  p ro p o se d  ru le m a k in g  ( s e e  th e  
2 /4 /8 6  Fed. Reg., 4 3 9 1 -9 2 ). W r i t te n  com m ents and r e q u e s t s  f o r  a  p u b l i c  h e a r in g  
m ust be d e liv e re d  o r  m ailed  by 4 /7 /8 6 . For f u r th e r  in fo rm a tio n  reg a rd in g  s p e c if ic  
p ro v is io n s  in  th e  tem porary  re g u la t io n s , te lep h o n e  th e  a p p ro p r ia te  a t to rn e y  l i s t e d  
i n  th e  t a b l e  on p . 4313 o f  th e  2 /4 /8 6  Fed. Reg, o r  w r i t e  th e  O f f ic e  o f  C h ie f  
C o u n se l, I n t e r n a l  Revenue S e r v ic e ,  1111 C o n s t i t u t i o n  A venue, N.W., W ash in g to n , 
D.C. 20224 (A ttn : CC:LR:T). F o r f u r t h e r  in f o r m a t io n  r e g a r d in g  th e  n o t i c e  o f  
proposed ru lem aking  c o n ta c t John T. R ic o tta  a t  202/566-3544.
THE WHITE HOUSE
Jam es  E. S e i t z ,  CPA, P a r tn e r - in - C h a r g e  o f  t h e  New Y ork O f f i c e  o f  Touche R oss & 
Company, w i l l  be  a p p o in te d  t o  a  new p o s i t i o n  on th e  P r e s i d e n t 's  C om m ission  on 
W hite House F e llo w sh ip s , acco rd in g  to  a  r e c e n t  announcement from th e  W hite House. 
The W h ite  House F e l lo w s  p ro g ram , begun  i n  1964, s e l e c t s  a p p ro x im a te ly  13-15  
in d iv id u a ls  each y e a r from among a  l a r g e r  group o f  a p p lic a n ts  f r e q u e n tly  in  excess 
o f 1200. T his i n i t i a l  group o f  a p p lic a n ts  i s  sc reened  by 11 re g io n a l p a n e ls . The 
P r e s i d e n t ' s  C o m m is s io n  on  W h ite  H o u se  F e l l o w s h i p s  th e n  i n t e r v i e w s  th e  
app rox im ate ly  30 -p lu s  f i n a l i s t s  and makes recom m endations t o  th e  P re s id e n t. Those 
f i n a l l y  chosen by th e  P re s id e n t th e n  b eg in  a  y e a r  o f  governm ent s e rv ic e  commencing 
Septem ber 1 s t  o f  each year. Mr. S e i tz  g rad u a ted  from th e  U n iv e r ity  o f  M ichigan, 
B.S., M.B.A. He h a s  b e en  a  member o f  th e  AICPA s in c e  1959.
SPECIALS GUIDELINES ON AUDITING FEDERAL FINANCIAL ASSISTANCE PROGRAMS
G u id e lin es  on a u d it in g  F e d e ra l F in a n c ia l  A ss is ta n c e  Program s, t o  en su re  com pliance w ith  
th e  r e q u ir e m e n ts  o f  th e  S in g le  A u d it  A c t o f  1984 and  OMB C i r c u l a r  A-128 i s  now 
a v a i la b le  a s  a  p a r t  o f  th e  AICPA's A udit and A ccounting Guide: A u d its  o f  S ta te  and 
L o c a l G o v e rn m e n ta l U n i t s . T h is  c o m p re h e n s iv e  3 1 2 -p ag e  G uide d i s c u s s e s  and  
c l a r i f i e s  m ost o f  th e  q u e s tio n s  and problem s l ik e ly  t o  c o n fro n t th e  independent 
a u d ito r  in  th e  course  o f  a  governm ental a u d it .  Emphasis i s  on p ro ced u res  t h a t  a re  
u n iq u e  t o  su ch  a u d i t s  and  a l l  o f  th e  G u id e 's  re c o m m en d a tio n s  a r e  p r e s e n te d  i n  
l i g h t  o f  p e r t i n e n t  p ro n o u n c e m en ts  o f  t h e  AICPA, t h e  N a t io n a l  C o u n c il o f  
G overnm ental A ccounting, th e  Government A ccounting S tandards Board, and v a rio u s  
governm ent ag en c ies . C hapter 17, F ed e ra l F in a n c ia l  A ss is ta n c e  Program A ud iting , 
c o n ta in s  in f o r m a t io n  on ty p e s  o f  g r a n t  p ro g ra m s  and  re im b u rs e m e n ts ;  a u d i t i n g  
c o n s id e ra tio n s , a u d its  o f  th e  g e n e ra l purpose o r  b a s ic  f in a n c ia l  s ta te m e n ts ; th e  
s in g le  a u d it-a n  overview ; OMB C irc u la r  A-128; a u d i t  req u irem en ts  and a u d i t  p e rio d ; 
scope o f  covered a c t i v i t i e s ;  re p o r tin g  req u irem en ts ; a p p l i c a b i l i ty  o f  GAAP, and 
r e l a t e d  t o p i c s .  C o p ie s  o f  t h i s  G u ide , A u d its  o f  S t a t e  and  L o c a l G o v e rn m e n ta l 
U n its  (012050), a re  a v a i la b le  from th e  AICPA O rder D epartm ent, P.0. Box 1003, New 
Y ork, N.Y., a t  $14.75 f o r  non-m em bers and  $11.80 f o r  AICPA m em bers, p lu s  th e  
a p p r o p r i a t e  S a le s  t a x .  F o r  f u r t h e r  in f o r m a t io n ,  c o n ta c t  t h e  AICPA o r d e r  
D epartm ent a t  212/575-6200, e x t. 6426.
SPECIALS SENATE BANKING COMMITTEE REVIEWS HOUSE TAX REFORM MEASURE
"The b i l l  a s  w r i t t e n  w i l l  have an ad v erse  im pact on banks, b o th  d o m e s tic a lly  and in
t h e i r  i n t e r n a t i o n a l  o p e r a t io n s ,"  a c c o rd in g  t o  J .  Thomas Macy, CPA, i n  2 /5 /8 6
te s tim o n y  b e fo re  th e  S enate  Banking Committee. The com m ittee  h e ld  th re e  days o f  
h e a r in g s  on th e  p o te n t ia l  im pact th e  House p assed  ta x  re fo rm  m easure, H.R. 3838, 
w i l l  h a v e  on th e  n a t i o n 's  b a n k in g  o p e r a t io n s .  Mr. Macy, a  p a r t n e r  w i th  th e  
a c c o u n tin g  f i r m  o f  P r i c e  W a te rh o u se , n o te d  t h a t  f o r  t a x  p u rp o s e s ,  H.R. 3838 
re p e a ls  th e  re se rv e  method o f  acco u n tin g  fo r  bad d e b ts  o f  la rg e  com m ercial banks 
and re q u ire s  th e  payment o f  ta x  on re se rv e s  deducted  in  p re v io u s  y e a rs . For th o se  
b an k s  a  d e d u c t io n  w i l l  b e  a l lo w e d  o n ly  when a  s p e c i f i c  lo a n  i s  c h a rg e d  o f f .  
H ow ever, th e  b i l l  c o n t in u e s  t o  p ro v id e  t a x  r e c o g n i t i o n  o f  th e  lo a n  l o s s  r e s e r v e  
f o r  b an k s  w hose a s s e t s  do n o t  e x ce e d  $500 m i l l i o n .  A c co rd in g  t o  Mr. Macy, th e  
p r in c ip le  o f  d e d u c t ib i l i ty  o f  bank lo an  lo s s  re s e rv e  a d d it io n s  shou ld  be  a p p lie d  
to  a l l  banks re g a rd le s s  o f  s iz e . F u rth e r , Mr. Macy " s tro n g ly  recommends" t h a t  th e  
t a x  r e s e r v e s  s h o u ld  be  th e  sam e a s  th e  book r e s e r v e ,  an  a p p ro a c h  em bodied  i n  S. 
1263, in t r o d u c e d  l a s t  y e a r  b y  S ens. W ill ia m  R oth  (R-DE) and D avid  B oren  (D-OK). 
A c co rd in g  t o  Mr. Macy, r e p e a l  o f  th e  lo a n  lo s s  r e s e r v e  d e d u c t io n  i s  th e  " s in g le  
m ost f a r - re a c h in g  bank ta x  change made by  th e  b i l l . "  R epealing  th e  m ain tenance o f  
a d e q u a te  lo a n  lo s s  r e s e r v e s  w i l l  p u t  F e d e r a l  t a x  a u t h o r i t i e s  i n  c o n f l i c t  w i th  
e s ta b l is h e d  banking in d u s try  p ra c t ic e ,  th e  FRB, th e  FDIC, th e  OCC and th e  SEC, as 
w e l l  a s  h a v in g  a  n e g a t iv e  im p a c t on th e  s a f e t y  and  so u n d n ess  o f  t h e  b a n k in g  
system , a s  m easured by bank c a p i ta l .
SPECIAL: SENATE FINANCE COMMITTEE HEARING ON ALTERNATIVE MINIMUM TAX
A C o ngressiona l d e s i r e  t o  en su re  t h a t  c o rp o ra tio n s  and in d iv id u a ls  do n o t co m p le te ly
escape  th e  paym ent o f  a l l  income ta x  was th e  focus o f  a  S enate  F inance Committee
h e a r in g  on 2 /3 /8 6  t o  c o n s id e r  th e  A lte rn a tiv e  Minimum Tax in  th e  H ouse-passed ta x  
b i l l ,  H.R. 3838. C o m m ittee  Members h e a r d  te s t im o n y  from  p a n e ls  o f  e x p e r t  
w itn e sse s  in c lu d in g  Mr. B yrle  M. Abbin, CPA, Managing D ire c to r  and P a r tn e r , O ffice  
o f  F e d e r a l  Tax S e r v ic e s ,  A r th u r  A n d ersen  & Co., W ash in g to n , D.C. and Mr. Jo h n  W. 
Hamm, CPA, P a r tn e r ,  A r th u r  Young & Co., San J o s e ,  C a l i f o r n i a .  I n  h i s  p re p a re d  
rem arks, Mr. Abbin exp ressed  re s e rv a tio n s  abou t th e  House v e rs io n  o f  th e  AMT and 
s t a t e d  i n  p a r t :  " In  th e  c a s e  o f  i n d i v i d u a l s ,  t h e  AMT c o u ld  t a x  a c t u a l  c a sh  
lo s s e s , cou ld  r e s u l t  in  double ta x a t io n , o r  cou ld  s im p ly  be p e rce iv ed  a s  a  p e n a lty  
on in v e s tm e n ts  b o th  i n  a  p a r t i c u l a r  y e a r  and  o v e r  t im e . I n  a  b u s in e s s  s e t t i n g ,  
t h e  AMT a d d s  a n o th e r  a d d i t i o n a l  l a y e r  o f  d e c i s io n  m aking t o  any  in v e s tm e n t  
a n a ly s is .  M oreover, a s  p re s e n t ly  s tru c tu re d , th e  ta x  appears more l ik e ly  to  f a l l  
on a  com pany t h a t  i s  g ro w in g  and  i n v e s t i n g  th a n  i t  w ou ld  on a  com pany t h a t  i s  
r e l a t i v e l y  s t a t i c ,  b u t  t h a t  i s  p r o f i t a b l e . "  I n  p r i o r  com m ents on p r o v i s io n s  o f  
th e  AMT, Mr. Abbin d iscu ssed  th e  "new p re fe re n c e  fo r  p a s s iv e  a c t i v i t y  lo sse s ."  In  
h i s  judgm ent, t h i s  p ro v is io n  cou ld  app ly  r e t r o a c t iv e ly  t o  any e x is t in g  leveraged  
p a s s iv e  in v e s tm e n t  and  n o t  b e  l i m i t e d  t o  i t s  a p p a r e n t  t a r g e t ,  " s o - c a l l e d  t a x  
s h e l t e r s ."
In  h i s  p rep a red  te s tim o n y , Mr. Hamm exp ressed  s im i la r  r e s e rv a tio n s  about th e  
s e c t i o n  o f  th e  b i l l  d e a l in g  w i th  " e x c e ss  p a s s iv e  a c t i v i t y  l o s s  t a x  p r e f e r e n c e ."  
"In  s h o r t ,"  acco rd in g  to  Mr. Hamm, " th e  p ro v is io n  should  be dropped by  th e  Senate  
F inance Committee and, i f  n o t, i t s  im pact should  be l im ite d  t o  p a ss iv e  a c t i v i t y  
in v estm en ts  acq u ired  a f t e r  th e  enactm ent d a te . S im ila r  t r a n s i t i o n a l  r u le s  have 
h i s t o r i c a l l y  b een  p ro v id e d  f o r  o th e r  AMT p r e f e r e n c e  (e .g .,  d e p r e c i a t i o n ,  
a m o r t i z a t i o n  and e x p e n s in g  p r o v i s io n s  r e f e r e n c e  p r o s p e c t iv e  a c q u i s i t i o n s  o r  
e x p e n d itu re ) ."  In  re g a rd  to  th e  concep t o f  th e  A lte rn a tiv e  Minimum Tax, Mr. Hamm 
s t a t e d  t h a t  " th e  t a x  p o l i c y  c o n f l i c t  i n h e r e n t  i n  a  minimum t a x  s t r u c t u r e  i s  th e  
C o n g re s s io n a l  d e s i r e  t o  in f lu e n c e  econom ic  and s o c i a l  b e h a v io r  th ro u g h  th e  Tax 
Code i n  t h e  fo rm  o f  t a x  i n c e n t iv e s  ( d e d u c t io n s ,  c r e d i t s  and e x c lu s io n s )  and th e  
C o n g re s s io n a l  d e s i r e  t o  h a v e  a  f a i r ,  j u s t  and  e q u i t a b l e  Tax Code in  w h ich  each  
A m erican  b e a r s  h i s  o r  h e r  f a i r  s h a r e  o f  th e  t a x  b u rd e n . A m in imum t a x  i s  a 
compromise s o lu t io n  to  accom plish  b o th  o b je c tiv e s ."
For further information contact Gina Rosasco, Shirley Hodgson, or Nick Nichols at 
202/872-8190.
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